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ABSTRACT
The indebtedness level in absolute figures, observed in isolation and by itself, 
does not provide an answer if the company or industry is over over-indebted or not. 
The indebtedness must be observed in combination with indicators that indicate how 
the value has been created or how the borrowed money was used. In the beginning 
of the crisis in the Slovenian dairy processing industry, represented by market leader, 
followed the trend of debt reduction. However, this reduction did not improve the 
profitability performance of the industry.
Key words: Indebtedness, dairy processing industry, crisis, profitability
1. INTRODUCTION
Slovenian economy was stricken twice by the crisis: first in 2009 with a 
sharp fall of GDP of 7.8% and again in 2012 with GDP fall of 2.7%. It was the 
end of an era of cheap money combined with no capital restrictions and stable 
economy that was used for stock market speculation (Vidakovic & Zbašnik, 2014)
During the crisis period, inflation was low and even threatening to enter 
deflation area (Table 1). Despite debt reduction since 2009 - the beginning of 
the crisis - Slovenian corporate indebtedness is high and profitability is low. 
Companies with financial debt exceeding EBITDA by a factor of five account for 
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about 80% of financial debt, but represent only one third of companies (Sila, 
2015). Debt reduction had negative effect in overall economy via lower activ-
ity and investment (IMAD, 2014). Credit crunch made that worse. For example, 
data from 2011 reveal that the change in lending to customers in four major 
banks in Slovenia decreased for 653 mil. EUR (SPIRIT). In Slovenia, the crisis was 
not concentrated in the real estate and construction sectors like in other coun-
tries but it was rather cross-sectorial (European Commission, 2014). 
Table 1.: HICP - inflation rate / Annual average rate of change Real GDP growth 
rate – volume / Percentage change on previous year
 2006 2007 2008 2009 2010 2011 2012 2013 2014
Inflation 2.5% 3.8% 5.5% 0.9% 2.1% 2.1% 2.8% 1.9% 0.4%
GDP growth 5.7% 6.9% 3.3% -7.8% 1.2% 0.6% -2.7% -1.1% 3.0%
Source: Eurostat dataset, Code: tec00118 and Code: tec00115
Although Slovenian food sector does not demonstrate overall compara-
tive advantages, area Manufacture of dairy products (C10.5) demonstrates clear 
comparative advantages (According to the Slovenia’s Smart Specialisation 
Strategy S4). In 2014, dairy processing industry had 12.3% share in total as-
sets, 16.9% share in total revenue and 14.7% share in EBITDA in the area C 10 
- Manufacture of food products. Looking forward, in the same year, it had 0.9% 
share in total assets, 1.2% share in total revenue and 0.8% share in EBITDA in 
the area C - Manufacturing (AJPES).
Paradoxically, the best years for Slovenian dairy processing industry were 
years 2008 and 2009 – Chart 1. This indicates that crisis effect was seen in the 
following years. It could be also seen that industry suffered losses in years af-
ter Slovenia joined the EU in 2004, facing the new wider competition on fi-
nal products area and in area of milk collection. In four years after joining EU 
(2004-2007), profitability of Slovenian dairy plants was very poor and the accu-
mulated four-year loss was 35 mil. EUR with negative ROE indicator up to 25% 
(Muminović & Pavlović, 2012).
In addition, the Slovenian market is very concentrated. Looking at the milk 
collection data, according to Van Berkun (2009), intake by market leader and 
another two companies in 2007 was 90% of total milk production processed. 
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Chart 1: EBITDA and Net result of Slovenian dairy processing industry
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and how it was implicated on its profitability.
2. METODOLOGY 
The working hypothesis is that changes in indebtedness had an impact on 
companies’ profitability. In order to test the above assumptions, the following 
statistical hypotheses have been developed:
H1 ...Slovenian dairy processing leader decreased its debt, as it was the 
case for the whole economy in Slovenia.
H2 ...Changes in indebtedness had impact on profitability. 
This research is conducted on the biggest Slovenian company in the dairy 
processing industry. Its annual financial reports in succession from 2006 to 
2014 were reviewed. Selected company covers 58.8% and 61.3% of total assets 
of companies in area C10.5 – Manufacture of dairy products in Slovenia, in the 
ye r 2013 and 2014 respectively. In addition, market leader covered 57.2% and 
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Return on assets (ROA – operating income divided by total assets) and re-
turn on equity (ROE – as net income divided by owner’s equity) ratios are proxy 
variables for company’s profitability (e.g. O’Regan, 2006; Chapman, 2012; 
Muminović & Pavlović, 2012 and Muminović, & Aljinović Barać, 2015) and ex-
pected association with indebtedness is positive. Namely, the reason for debt 
is anticipation of future economic benefits. 
3. INDEBTEDNESS ANALYSIS
In absolute figures, in 2014, for the observed company the total debt de-
creased for 22.3 mil.EUR, or 32% with respect to the year 2006. In fact, the debt 
reduction begun in 2009 for 15.6%   compared to the previous year and again 
in 2010 for 32% compared to 2008 (Chart 2). 
Meanwhile, the financial debt in 2009 dropped for 7.3 mil. EUR (22%) with 
compared to previous year. Comparing the level of financial debt in 2006 and 
2014, the decrease was 55.2% or 21.2 mil. EUR.
Above-mentioned absolute figures could mislead because they do not 
provide the information about the level of activity of business. The level of 
indebtedness cannot be observed separately, in isolation, but as a ratio indica-
tor.
Relatively measured, indebtedness by indicator Total debt /EBITDA com-
panies could be observed in three groups (IMAD, 2014): 
 with negative indicator Total debt /EBITDA due to the negative EBITDA, 
 with indicator 5>Total debt /EBITDA >= 0 and
 with indicator 5<Total debt /EBITDA – as over-indebted.
That grouping is not unique. It could be also found another interval of 
what is the optimum in indebtedness i.e.   Entities in normal financial state 
show debt/ EBITDA ratio less than 3.  Ratios higher than 4 or 5 usually set off 
alarms because they indicate that a company is likely to face difficulties in 
handling its debt burden, and thus is less likely to be able to raise addition-
al loans required to grow and expand the business (IFRS financial reporting 
and analysis software).
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Table 2: Market leader indebtedness indicators
2006 2007 2008 2009 2010 2011 2012 2013 2014
Total debt /EBITDA -11.97 10.79 3.83 3.65 4.18 5.71 5.16 6.86 4.52
Financial debt /EBITDA -6.64 6.29 2.10 1.85 1.76 2.59 2.49 2.63 1.66
Financial debt / total 
debt 0.55 0.58 0.55 0.51 0.42 0.45 0.48 0.38 0.37
Financial debt / total 
asset 0.33 0.34 0.31 0.25 0.19 0.23 0.23 0.19 0.17
Long term debt/total 
debt 0.43 0.46 0.36 0.31 0.25 0.29 0.30 0.36 0.36
Source:  Author’s calculations
Chart 2:  Indebtedness of Slovenian dairy processing market leader (in mil.EUR)
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in range 1.76 (2010) – 2.63(2013). That smaller amount of financial debt relative 
to EBITDA does not indicate potential solvency issues. 
The overall debt reduction was in the fact connected to financial debt re-
duction mostly due to the credit crunch in Slovenia. In Table 2, it can be ob-
served that from 2010, the share of financial debt decreased in total debt and 
that share of financial debt decreased in total assets. Before the crisis, the share 
of financial debt in total debt was in the range of 0.55-0.58%, and in following 
years it was decreasing and reached 0.37% in 2014. Financial debt share in 
financing total asset was 0.34 in 2007 and it was also decreasing in following 
years to 0.17% in 2014.
The values of the last selected indicator, the share of long-term debt in 
total debt, is also presented in Table 2. It could be seen that time structure of 
debt was moved toward short term financing.
4. INDEBTEDNESS AND PROFITABILITY
The positive relationship between changes in indebtedness and profit-
ability measured by ROA and ROE indicates that additional borrowing gen-
erates result. If there is no correlation the additional debt was not put in the 
function of business. 
Chart 3: Profitability of Slovenian dairy processing market leader
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Table 3: Regression Statistics 
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The degree of relationship between changes in profitability measured 
by ROA or ROE due to the indebtedness changes shows medium positive 
(or strong) correlation (Table 3; Chart 4, Chart 5, Chart 6, Chart 7). A statisti-
cal measure of how well the regression line approximates the real data points 
or coefficient of determination was 0.446 for ROA changes vs TOTAL DEBT 
changes; 0.543 for ROE changes vs TOTAL DEBT changes; 0.434 for ROA chang-
es vs FINANCIAL DEBT changes and 0.515 for ROE changes vs FINANCIAL DEBT 
changes. Values of t-tests and F-test are also presented in Table 3.
The higher degree of relationship (Multiple R) between changes in profit-
ability measured by ROE than the one measured by ROA was expected due to 
the financial expenses, which are not considered in ROA calculation.
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Chart 4: Total debt /EBITDA Line Fit Plot
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Chart 4: Total debt /EBITDA Line Fit Plot 
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The result indicates that with the increase of the debt increased the profitability and with 
debt reduction the profitability decreased. 
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The result indicates that with the increase of the debt increased the profit-
ability and with debt reduction the profitability decreased.
Chart 5: Financial debt /EBITDA Line Fit Plot
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Chart 6: Total debt /EBITDA Line Fit Plot 
 
Source:  Author’s calculation  
 
 
Chart 7: Financial debt /EBITDA Line Fit Plot 
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Source:  Author’s calculation 
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Chart 6 Total debt /EBITDA Line Fit Plot
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Chart 6: Total debt /EBITDA Line Fit Plot 
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Chart 7: Financial debt /EBITDA Line Fit Plot 
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Chart 7: Financial debt /EBITDA Line Fit Plot
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5. CONCLUSION
Even though it is very important in overall company`s performance, in-
debtedness of a company itself is not important if the funds are used well 
(profitability issue) and the debt repayments are regular (liquidity issue).
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The case of the market leader of Slovenian dairy processing industry pre-
sented in this paper showed that debt reduction was significant in absolute 
figures and relatively. Also, it had impact on profitability measured by ROA and 
ROE indicators. That pointed out that borrowed money was properly in the 
function of core business and that debt reduction and credit crunch created 
problems in Slovenian dairy industry represented here by market leader. So, 
the both hypothesis of this research were confirmed.
Of course, debt reduction cannot take all blame for bad results: in last ob-
served year– 2014 the profitability increased. There are numerous factors that 
could be analysed, such as prices, competition, milk quotas in the past, capac-
ity usage (which is approximately up to 70% -IMAD, 2008) productivity and 
efficiency. This could be explored in further research.
REFERENCES
1. The Agency of the Republic of Slovenia for Public Legal Records and Related Services - 
AJPES http://www.ajpes.si/?language=english (accessed: February 2016).
2. Chapman, R.J. (2012). Appendix 5: Financial Ratios, in Simple Tools and Techniques for 
Enterprise Risk Management, Second Edition, John Wiley & Sons, Ltd., Chichester, West 
Sussex, UK.
3. European Commission (2014). Macroeconomic Imbalances, Slovenia 2014. Occasional Pa-
pers 187, March 2014.
4. EUROSTAT, www.eurostat.eu (accessed: February 2016).
5. Institute of Macroeconomic Analysis and Development - IMAD (2014). Indebtedness and 
deleveraging of Slovenian firms, Economic Issues 2014. http://www.umar.gov.si/fileadmin/
user_upload/publikacije/izzivi/2014/an-EI14_splet.pdf (accessed: March, 2015)
6. Institute of Macroeconomic Analysis and Development - IMAD (2008). Ekonomsko ogledalo, 
1. http://www.umar.gov.si/fileadmin/user_upload/publikacije/eo/2008/og0108/eo0108.
pdf#15 (accessed: March, 2015)
7. IFRS financial reporting and analysis software, http://www.readyratios.com/reference/debt/
debt_ebitda_ratio.html (accessed: : February, 2016)
8. Ljubljanske mlekarne: http://www.l-m.si/sl/o-nas.html#letna-porocila
9. Muminović, S., Pavlović, V. (2012). Profitability of Dairy Industry in Slovenia, Croatia and 
Serbia. Mljekarstvo 62 (2), 96-110.
10. Muminović, S. & Aljinović Barać, Ž. (2015). Does productivity affect profitability in dairy pro-
cessing industry? Evidence from Slovenia, Croatia and Serbia. Mljekarstvo 65 (4), 269-279
11. O’Regan, P. (2006). Financial Information Analysis, John Wiley and Sons, Glasgow.
12. Sila, U. (2015), “Restoring the financial sector and corporate deleveraging in Slovenia”, OECD 
Economics Department Working Papers, No. 1243, OECD Publishing, Paris. http://dx.doi.
org/10.1787/5jrxml3x8vq0-en (accessed: February, 2016)
13. Slovenia’s Smart Specialisation Strategy S4 / Slovenska Strategija Pametne Specializacije 
– S4, September 2015 http://www.svrk.gov.si/fileadmin/svrk.gov.si/pageuploads/Dokumen-
ti_za_objavo_na_vstopni_strani/S4_dokument_potrjeno_na_VRS_150920.pdf  (accessed: 
February 2016).
14. Slovenian Public Agency for Entrepreneurship, Internationalization, Foreign Investment 
and Technology - SPIRIT Slovenia. http://www.investslovenia.org/business-environment/
financial-market/financial-service-sector/ (accessed: : February, 2016)
31
Saša Muminović; EFFECT OF DEBT REDUCTION .. 
Journal of Accounting and Management, vol: 6; no: 1, 2016; page 21 - 32
15. Van Berkun, S. (2009). An Assessment of the Competitiveness of the Dairy supply Chain in 
New Member States, Candidate and Potential Candidate Countries. AgriPolicy, Enlargement 
Network for Agripolicy Analysis,http://www.euroqualityfiles.net/AgriPolicy/Report%202.1/
AgriPolicy%20Synthesis%20report%20Dairy%20Chain%20Analysis%20May%202009.pdf. 
(accessed: : February, 2016)
16. Vidakovic, N. & Zbašnik, D. (2014). Capital Flows, Credit Crunch and Deleveraging Dynamics: 
The Case of Slovenia, Croatia and Hungary in Comparison. MPRA Paper https://mpra.ub.uni-
muenchen.de/63958/ (accessed: : February, 2016)
UČINAK SMANJENJA DUGA NA PROFITABILNOST NA 
PRIMJERU SLOVENSKOG VODEĆEG PROIZVOĐAČA MLJEKARSKIH 
PROIZVODA
SAŽETAK RADA:
Sama razina zaduženosti u absolutnom iznosu promatrana izolirano, sama po sebi 
ne daje odgovor da li je trgovačko drtuštvo ili industija prezadužena ili ne. Zadužensot 
se mora promatrati u kombinaciji s indikatorima koji ukazuju na stvaranje vrijednosti, 
odnosno da li se i kako se pozajmljena sredstva koriste. S početkom krize u Sloveniji 
i industrija prerade mlijeka u Sloveniji, predstavljena tržišnim liderom, pratila je trend 
razduživanja, ali razduživanje u absolutnom iznosu nije značajno poboljšalo perfor-
manse profitabilnosti. 
Ključne riječi: zaduženost, mliječna industrija, kriza, profitabilnost

